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Dairy Policy Proposals in the Next Farm Bill

Summary

The 'Cobdgress has been considering an omnibus far
of U. S. agricultural Amohgcyh¢ omabhehienpgn ecxoi nissfioduesr eyde
bot he SpeansaSeed)9(Gadnd-pHesuwHeeR. ()2 42 sions of the 2013
would reshapeU.tShe dsatirruyc tsuurpep oor ft .

Cirr@infederal d&basygydpohifyvetmej PaipyoBredisct Pr i
ort ProgthemMiDkKPISh) ome Loss Contract (MILC)
etingF MMOdkelxasi ry I mport( TRQs ¥fd Relie Raiot s Expc
nt i veDPk®hgiroapne tarer de spirgpgmed et price and 1 ncome
et stabilitlyn faoddidtaiiany, psreowdeurcalr ssmaller prog
or with market promotion, research, price re¢

In recent years, dairy pr oeéduwmcerds shyasvtee ma rfgauield tthoa f
p increases in milk production costs (partic
e 2th®E0smi din response thepvodutetecdnceynpramn
lopments of the -pastSedPGadde , t-phaostslecod (e Senat e
2013 promobdbel t e o trraudstteutroinogfd atghiex msp [laye i n g
"MI LC DEIwWPI & h nienwc o me s upp® rnd maprr gigms @ ma n c €
progrlhamsed mdmtthHeg di fferemetewdenethe that mamaglh ng v
almil k price-denmd vedfesmulmales addfetredngcoshe Senat

House bill) includes a second —ptrhixgi am Mamked dir
Stabilization—whhriocghr,a mm n(dMSk)ertaedwnceompadymeomns ,t ov
participatfionrg ntphtekidrme,whe hi h e margin falls below
threshakdan incentive to restrain growth 1in milK
Tk House bill (unlike the Senate bill) also prorp
1938 and 1949 legislation) and replace 1t with n
including the dairy margin insarHawse parmdrSem a tTeh
farm bills will have to be worked out in confere
voted on by both chambers of Congress.

If Congress is unable to successfully resolve th
versibasfafmtbill, current programs would remain
product price support program (DPPSP) will expir
farm legislation, upon expiratmowo wlfd DPPSPrt tthe
“permanéwhedawy USDA would be compelled to purche
suppor-mii{fkepalbte at TZI5%I 4 op a@9r0i% yo fprai cled li0nde x . Ac
themiallk parity price2@®d85%F1pa0@itgwtwouiled Maey the
equivalent product purchase price amil$B8f HBhc wt .
price of $19.70/cwt. A doubling of farm prices ¢
well.
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Dairy Policy Proposals in the Next Farm Bill

Introduction

Many of the farm commodity programs are set to e
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One&Year Farm Bill Extension

Many provisions of the 2008 farm bill were origi
howeveArme rtilcean Taxpayef¢ ARRPA Le-2 )ALt gowodd20d€o [ aw b
President ObaXmhitdont dmdadrtyh& ,2008 farm bill for
through FY20T13, or , in thesctakat odr ¢ hen far dii £ D enm
through cr®AfRAecpns’3@p3. avoided what news media a

1 SeeCRS Report R4244Expiration and Extension of the 2008 Farm BildCRS Report RS2213What Is the
Farm Bill?

2 For a comparisonf current U.S. dairy policy provisions with the tfaym bill proposals-the Senat@assed. 954
and the Houspasse.R. 2642—seeCRS Report R4307@he 2013 Farm Bill: A Comparison of the SerRgessed
(S. 954) and HousPassed (H.R. 2642, H.R. 3102) Bills with Current Law

3 A crop yearrefers to the year in which a commodity is harvested. Thus, the extension will apply the farm commodity
programs in the 2008 farm bill to covered commodities harvested in 2013.
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Dairy Policy Proposals in the Next Farm Bill

a | o dfmi smgaATRIAI 8f so extended the Milk Income Los
through Septembea rP3rlo d 2ciedR) Preotgd DhPeS PD t hr ough
December 31, 201 3.

In additi ofif itsoc @dtvhoeildATnRgA a xt ension of the 2008 f:
avoided a reversion tocdDPWmddpedmadeéntperamenaeamd 1l

USDA would be compelled to purchase dairy produc
suppor-mitkepalibte at FI5%I 4 op a9r0i% yo fp rai cled liOnde x. Ac
in May 2mild ktlpardltly /ppawtce Atas7 3% lafS0parity, t he
equivalent product purchase price of $38.63/cwt
milk farm price of §$§19.70/cwt. A doubling of far
retail prieesngtimie ke Hanfgfatential reversion to
should current farm law expire without replaceme
policymakers to produce new farm 1egislation, or

Cur rtenU. S. Dairy Policy

Curre
Progr
Tari f
provi
s mal 1l
manag

Dair

Estab
far mP
hundr
from

nt federal dairy politdy Duaibrays d odmcfti Pa i ma
am, the Milk Income Loss Contract Program,
f Rate Quotas, ahrdo grlwabm Pdhg e tyh Ex por¢e dasiegna
de price and income suppotlitn aandkl ¢matrmokndt st ab
er apdogrthaemdtU. S. mdakety promoti wnf hresearch, [
e menter aansd$ idsitsaanscte .

y Product Price Support Program (]I

lished by federal law in 1949 raencde nntoldyi ftiheed
bLIDN4)BDPPSP indirectly supports the farm pri
ed pounds (i.e., hundredweight or c¢wt.) thr
dairy processdTheaprogamt é,snhkphacerpyicd ¢ ¢ a

“CRSReportR42884;he “Fi scal Cliff” and the .Amevrican Taxpayer Reli

5 For a discussion of the issues involved in reverting to 1949 Permanent L&dRSaeeport R4244Expiration and
Extension of the 2008 Farm Bill

6 During the House floor debate HfR. 1947 Congressman Broun introducedamendmentH.Amdt. 181to H.R.
1947 to repeal the permanent price authority for milk; however, the dment failed by a vote of 11209.H.R.
2642 as passed by the House, would also repeal permanent farm law and replace it with the provisiriz6a2

" For greater discussion of the policy issues surrounding major U.S. dairy prograbairgeolicy Issues for the
2012 Farm Bil|] Dairy Policy Analysis Alliance (DPAA), Univ. of Wisconsin and the Food Agricultural Policy
Research Institute (FAPRI), April 202éhereinafter referred to &airy Policy Issues for 2012 Fariill, DPAA,
April 2010—at http://www.fapri.missouri.edautreachpublications2010Dairy_Policy_Issues_April2010.pdf

8 For details of current U.S. dairy programs, including authorizing legislation and issues related to their

implementation, se€ERS Report RL3403®airy Policy and the 2008 Farm Bill

9The US government purchased storable dairy commodities in 1933 and 1941 as a way to shore up farm milk prices
and provide food for needy familid3uring WWII, the same mechanism was used to ensure adequate pradaction

the tumultuous economic aftermath of WWII, this means of supporting farm milk prices was made permanent through
the Dairy Price Support Program of the Agricultural Act of 1949

10 The original program-named the Dairy Price Support Prograimad a statutorily determined support price for fluid
milk (e.g., $9.90 per cwt. in the mRD0Os). The program was renamed by the 2008 farm bill when direct fluid milk
price support was shifted bodirect support via government purchases of manufactured products including butter,
cheese, and milk powder at statutorily established prieestt® USDADPPSP fact sheet attp://www.fsa.usda.gov/
InternetFSA_Filetppsp_en_fact_sheet.pdf
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Dairy Policy Proposals in the Next Farm Bill
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Figure |.Milk Prices Have Moved Well Above Support Levels Since Late 1980s

$/hundredweight (cwt)

A R LR R LR EECRECREEECREES
Annual average all-milk farm price*
B2O e
L R e REREE N ACSD (R A\ & (RS & SRR
$10 -
Milk price support**

B5 e
$0 T T T T T T T T 1

1970 1975 1980 1985 1990 1995 2000 2005 2010

Source: U.S. Deptof Agriculture;World Agricultural Supply and Demand Estimates (WeepB)ber 122013.
Notes: * National average price received by farmers, all naifid the anounced Class Ifirice, are USDA data

2013 and 20# are USDAforecass.** The

national price support for milk wagtatutorily established &#9.90

per cwt. from 1998until 2008 Beginning in 2008, government purchpsees were established for individual
dairy productsput with essentially the same effect as supporting raw milk at $9.90 per cwt.

Since -th20sm,; dt he

annualt rfeadrdneg dp br bspmibtj @ £ t mit ok alma s

a
ut

emporary price adjust memutlsa t(iroend uocft ieoxncse)s st og oavveori

it

increasingl yFivpawhiere apatther federal support rate

cwVolatile milk p

rices have made planning more

vulnerable to umnenxpreccatseed o rn stuhset aciometd of f e e d

dairy prodAmegltyon)y

at the Dairy Policy Analysis

The ability of price supports to maintain an effective price floor diminished as the support price
was lowered ad as dairy product manufacturers became increasingly reluctant to sell product

to the government. In some cases,

price supports have impeded U.S. dairy exports, distorted

domestic markets, and constrained dairy product innov&tion.

Mi | k p rhoadawwgbksrisn c e

sharp escalathehn

d
(t]
A

t he esaurplpyo ri1t9 910esv etlhsathave become
relative tendackets poftoop sporduvcitdieo nmeMmri en grfeuc e mtulpyp,
mil k producers contend that support badased stri

bisfeedbktcg@tesince 2006 (

11 Dairy Policy Issues for 2012 Farm BiDairy Policy Analysis AlliancDPAA), April 2010 p. 1.
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Dairy Policy Proposals in the Next Farm Bill

Figure 2. Feed Prices, Led by Corn, Have Risen Sharply Since 2006

$/bushel
BB g
O e
From 1970 through 2005, U.S. corn
prices averaged $2.27 per bushel.
$4

$0 T T T T T T T T
1970 1975 1980 1985 1990 1995 2000 2005 2010

Source: USDA, WASDESeptember 122013. The national average price received by farmers for domthe
2012marketing yeais estimatedoy USDAat a record $6.95 per bushel.

Notes: Corn is the principal feed grain used in the Unitethtes. Prices for other feed grains and hay are closely
correlated with the price of corn.

Since the emergence of the U.S. ethanol industry
feed grain markets have surlrede ttoi mesv pbovcve tllkoe
that persisted duri.Rgstihg gfredi ewstfBouwurecedodadasgt
dairy producers because they represent na substan
20]fleed costs acopema¢dnBoro8O®% ahd 54% of total
(compared with 71% and20604 phnred) during the 200

Milk Income Loss Contract (MILC) Progt

First established by the 2002 farm bill and reau
support by giving mpattiomiwgalte ngmdnairpay memer when
farm price of milk @bke)sffadlrlasfa tug &b aegormisscutenepdt ifoonr (
feed c@bals 3f afroor mi 1 k sold tmaphFotgd8g®anmdse ri t htthe B
2002 prlolgrdaam,r ypaprta diudleartsBg g pai d an amount per ¢V
production equal to 4t5h% oMI ItCh et &di gfefOe 4 peaniccee tbbeft wleoe
mar ket price.

12USDA, Economic Research Service (ERS), Commodity Costs and Returns data, retridugd23, 2012, from
http://www.ers.usda.godtataproductshilk-costof-productionestimates.aspx

13 See the USDA MILC fact sheet latitp://www.fsa.usda.golrternetFSA_Filemmilc2011.pdf
14The MILC program initially expired on September 30, 2005, ahead of all other farm support programs in the 2002
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Dairy Policy Proposals in the Next Farm Bill

Figure 3. MILC Price and Payment Parameters Since 2002

$/cwt.
N e & A" SR S
Boston Class |
MILC Price
Trigger =$16.94
$20 N g Ak M-
A
MILC Adjusted
$15 ------------------------------------------------------------------ Price Trigger
BLO  -eeemeremrer e R A -------
Wejghted Feed Cost N asead \
$5 oo TR T R AT T Feed Cost
Trigger =$7.35
MILC Payment Rate
$0 /'-Il-\_lf\ 1 -I,"\-\F 1 r'.\‘l*A T /J\—I/‘\-
2002 2004 2006 2008 2010 2012

Source: Northeast MarketingArea for Boston Class | price data, USDA for prices received by farmers for
various feed components, latest updatgricultural Pric&eptember 2,72013; margin calculations by CRS.

Notes: The MILC price trigger of $16.94/cwt. is adjusted upward by fdenwhenever a weighted feambst

estimate exceeds $7.35/cwt. On September 1, 2012, the-6masti trigger rose to $9.50/cwt. The feecbst

trigger was reset retroactively to $7.35/cwt. starting on October 1, 2012, byAheerican Taxpayer Relief Act

of 2012(ATRA), but will again rise to $9.50/cwt. on September 1, 2013, before expiring on September 30, 2013.

2008 Farm Bi-Cbs AdAdj #etrhent

Starting in 2008, an adjust nwehnetn efvaecrt oar wweaisg hatdedde d
formula ododtasedmdesdlabl is hed tThhruess,h otlhde opfe r$ 7u.n3i5
payme nwo unlads @ wi t h rMISL@gp fweman maoodd son t he first
million 1bs. of annual milk productiod5pPper farm
dairy. clolbwes YMI LC production Il imitation effectivel
of U.S. mi®As par ordeuscutlito no f fthhies MlaLyCmepnrto glrianm thaatsi on
popular among large dairy pooedudeoms famdn heagigpgase
predominanty larger herds.

Most MILC payments occumpraed odu-K FA@®MOMRe dBOO0OLofarn
sustained llomw 2miidl4k prriices r1rose briefly, temporar
before rgeasitna riltnn 2200007k prices rose sharply as par !
commodity boom that lLhst2@09 hrthbhagl. Snosdaiofy 200 &u

farm bill. The Deficit Reduction Actf@005 @.L. 109171) extended MILC for two years, through September 30,

2007, but dropped the payment rate to 34% through August 31, 2007, and to 0% for Septembett28d7 had no

cost beyond the twgear extension. The 2008 farm bill reauthorized the program at 45% with the drop back to 34% in
the last month (September 2012) to lower costs.

15 Foundation for the FutureNational Milk Producers Federation (NMPF), J@040, p. 14.
16 Dairy Policy Issues for 2012 Farm BilDPAA, April 2010, p. 1.
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MILC Parameters Adjusted Downward Prior to

On September MILLE2xOMIgXx,a ms epvaerraame t e r

s were lowered
progs aanr ¢ gphiadlart e o f 3S0e,p tZ2d0mil2e.a 1 t e r

i

2

hard hit by a combination of 1low miflilhamrciads and
pressure on maaryddgenmgr prpalywhkamthsd). eMUILICk prices
recovered through,26h@paohatvi bysehaflyadOhents dr
high corn pricadjpessbkbddprheeMtIECggerimiljkve the
once again triggerFirmgn MIpk G 1p & hmeomtgsh August 2012,
averaged nearly $1.40 per cwt.

2

1'

ed MILC par amet
resultpadymant heate falling to zero for the month
continued to operate under the original paramete
would have been approximately $0.59/ cwt.

ATRA Extension Reset MILC Parameters

The AXKRAnsion of the 2008 farm bill both extende
30, 2013, and reset the MlelpG epnrboegrr alm p2alrla2me tvearlsu
in effect throughout the 11ife of, tthhee 2MIOLSC far m b
program parameter reset was made retroactive to
the more restrictive prkhgomrnlmy phunrnimeg etrse (mert f o
2012. MILC program parameters returned again to
2013, such that MILC payments were subject to mo
triggerepoianftt.er t hat

There is no net cost to the extension of the 200
major programs was already in the budget baselin
conservation, trad®Ho wenvde rn u tirbiCteifoone npdrnodg ryaemasr. a t
higher supporitn rtahke 2 Ob0e8f ofcaeri md ebpidlelmber 2012, an a
million was mneeded, according to the Congression
authority was a redmcti amtaof t$ bH0 emdiulclaitd mnf progr
MI Lwould be eliminateld'X ommg 'dl mupealsyf sudnmfHebrR 1tlh e
264®hereas -phefS8dmmbeddses doxtmpmd(avkliilngg t he 45 %
payment factor rather ttlhanabowoad mitihmr dputgh tihiene3 8%,
2014, assuming that a farm bibpltiwastesighsedel nmon

Federal aMiklkiMg Orders (FMMOs)

An FMMO is a geogr apmdc &k bkalrymdteafbi Iniesdh efdl ubiyd fneidl ekr a

t hAegricultural Marke¢973 nghdgtdMdM@denysAem o€gul ates

7 For purposes of limiting projected costs over the/éér (FY2008FY2017) baselinehe 2008 farm bill reset the
MILC payment parameters one month prior to the expiratiagheo008 farm billStarting on September 1, the MILC
payment ratevas lowered t84% (down from 45%) of the difference between the feestadjusted price trigger and
the lower market pricahe feed cost thresholdasraised from $7.35/cwtto $9.%/cwt. andMILC paymentsvereonly
to be made on the first 2.4 million Ibs. of annual milk productinstead of 2.985 million Ibs.

18 CRS Report R424848udget Issues Shaping a Farm Bill2613

19CBOscoreoH.R.8 f o ot n bttp:kchofovisites/default/files/chofiles/attachments/
American%20Taxpayer%Relieo620Act.pdf.
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er perrincaitnigv easl t( SecS. 1%48elc).. U7 @)ddwaulodh ,provide
Federal Milk Marketdemg a®rl desrheRe wiye w h@o @fi0s8s i
el 09pntdace a comprehensive revi-EMMOnd evaluat
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upesbHeR. imé4a2Ades a provision that would repeal
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XFor historical references on FMMO origins, see USDA, AMS ,
listed under “Pr digpyrawwamsausdd.go¥iSylOfairye s 7  at

21 USDA, Agricultural Marketing Serviceylilk Marketing Order Statistics‘Table 2—-Measures of Growth in Federal
Milk Order Markets, Years, 1942010 hitp://www.ams.usda.go&xMSv1.0FederaMilkMarketingOrders
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Several Smaller Dairy Support Programs

Dairy Forward Pricing Program. Allows farmers to voluntarily enter into forward price contracts with milk
handlers for poolednilk used for manufactured products (Classes I, Ill, and IV) under the FMMOs. The prog
allows regulated handlers to pay farmers in accordance with the terms of a forward contract instead of payi
minimum FMMO blend price for pooled milk. The priqeaid by milk handlers under the contracts are deemed
satisfy the minimum price requirements of FMMOs. The program esf@eptember 30, 2@l when the last
contract can be signed, but would be extended under hdtR. 2642andS. 9542

Dairy Indemnity Payment Program (DIPP). Under DIPP, payments are made to dairy producers when a
public regulatory agency dicts them to remove their raw milk from the commercial market because it has be]
contaminated by pesticides, nuclear radiation or fallout, or toxic substances and chemical residues other th
pesticides through no fault of their own. Payments also areentaananufacturers of dairy products, but only fo
products removed from the market because of pesticide contamination. DIPP dX&gtembe30, 2013, but
would be extendedinder bothH.R. 2642andS. 954

Dairy Promotion and Research Program. A genericdairy product promotion, research, and nutrition
education program, funded by a mandatory 15¢/cwt. assessment on milk produced and marketed in the 48
contiguous states. Importers in all 50 states, the District of Columbia, and Puerto Rico must also pay an
assessment rate of 5¢/cwt. on imported products. USDA issues regulations on the time and method of impg
payments. This program expit&September 30, 2| but wouldbe extended under both.R. 2642andS. 954

Fluid Milk Processor Promotion Program. Established bthe 1990 farm billR.L. 101624), with subsequent
reauthorizations, the national Fluid Milk Processor Promotion Program develops and finances gendigirapve
programs designed to maintain and expand markets and uses for fluid milk products produced in the contig
48 states and the District of Columbia. The program is funded through a 20¢/cwt. assessment on all milk
processed for fluid consumption. &Hluid milk order was approved by a referendum among fluid milk process
and became effective December 10, 1993. The program originally required periodic congressional reauthon
however, the 2002 farm bill gave it permanent authority.

Dairy Product Mandatory Reporting Program. Requires manufacturers to report to USDA the price,
quantity, and moisture content of dairy products sold. Quarterly audits are to be undertaken to ensure
compatibility between submitted information and related dairy mastatistics S. 954 would increase the
reporting frequency whilél.R.2642would leave the program as is.

Livestock Gross Margin (LGM) Insurance for Dairy. A pilot program available for purchase from private
insurers through USD A 'deal goop inswrancesprogiramy LGM yrovidesrpriotectod to f
dairy producers when feed costs rise or milk prices drop. Gross margin is the market value of milk minus fe
costs. LGM Dairy uses futures prices for corn, soybean meal, and milk to determinepiketesd gross margin

and the actual gross margidnder S. 954 participation in the proposed dairy margin program (see below) mal
a dairy producer ineligible for LGNh contrast,H.R.2642is silent in regards to the GM program

Sources: US DA’ s rogramshgme page dittp://www.ams.usda.goM{ISv1.@DairyLandingPage/SDA DIPP
fact sheet ahttp://www.fsa.usda.gdwternetFSA_Filelipp10.pdfUSDALGM Dairy fact sheet at
http://www.rma.usda.goptibsfme/lgmdairy.pdf

Dairy Export Incentive Program (DEIP)

Established by thequd®®tt faamt bodilzatitdnsubBEI P s
product expor tusnibty cparsohv ipdaiynfigE mptesrs w bs iekyp or ¢ lep s . hi |
priced U. S. dairy productAss cao mpeestuel ti,n DiEnl tPe rpmr aotvii o
through enthamomple tOixtpigviennaelslsy i ntendedthe® counter
European Union) dairy subsidies, DEI P has been r
export subsidies DEJdPdédakbi eaxdegldelablyy, ARTA) expi

22 Cooperatives can evade minimum blend price requirements and pay on forward contract without ie rule
exemptionprovided by this prograrallows proprietary and investowned manufacturers to offer the same kind of
forward contacting optiorto their direct supply farmerswho do not belangto a cooprative. This prograranly
applies to milk used in manufacturing, not Clgstuid milk processors are still obligated to pay Class | prices

23 See USDA, Foreign Agricultural Servi¢EAS), DEIP, ahttp://www.fas.usda.goekcreditsdeipteip-new.asp
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2 031. DvoIluPl d be el i minatod hSeenmmmpads S &) (faHmdnd & r
pas sHe ® 6(#f2a r ns boifl [tThoen glrle3s s .

Dairy Import Tariff Rate Quotas (TRQs)

TRQs protpritchdglemestic dairy produeptrsi cbeyd 11 mi t
foreign dé&Arquersdbevel is established-for selec
quota 1import vol umeast ean tzeerr ot hoer Uneidtuegcdeodt adautt eys, wh «
volumes are char.Bgdlamptohgbrcompetdtoti pn, TRQs pr
the domestic dairy industry while protecting 1| es
DPAA states:

U.S. dairy trade policy does not directly affect milk prices in the same way as marketing
orders or the MILC program, but trade policy does influence the competitive environment
for U.S. exports and imports of dairy produdBeater exposure to world nkets has
brought an added element of milk price instability to U.S. dairy marketee same time,
foreign demand for dairy products is expanding more rapidly than U.S. demand, offering
growth in U.S. milk productiof?

Dairy TRQs are wdafheaged by phepdarm bill.

New Dairy PolicyN&@xdtapons 8d 1lin

In th'GongdnBessSemptasSddh)daGHBoupaes He R. O206H42 farm
biptepose 1 e ¢&trrmudstteitroinogfg atghier msp 1 Y PPV LLC a n d

DEIP with a new ma+cgalnl ODdistufeaRced pectoigonma mMar gi n P
Progr avhP RyhPdSe.r ,9 Sa4n@aitrhye Pr oducer Margin |l nsurance
( DPMiuR)HE.rR. . 2842 mar gin insuranaa npcroomer am pwoouw It d
program bmerdhby dhfferemetewddenethe thaet mamgl ng ve
milk price-dend veadfesmilmaThke phcsBecld@ddbdtbink
DPMPP wDahryhMar ket Stabil i,z ahiiccrh, P ruomgdreaam c(eDMSR)
condit i ornesd,u cweo uplady me nt s t of opra mihlekiirmat ks gi pgedwhe:
mar ghihs flhel ow propos.ed statutory thresholds

Early versions of the House 2013 farm bill also
During the House Agmachkbpunét Commfite@#l. Rersion o
1947in May 2013H. Amdthp.mea2d8&mentr ¢ duced by Represen
and Scott that DODMSPo He dRmr @lmdddvimarlgi t dhes o me minor
adjustments to DIPeMPeRPay ¢bh ov oG SA oWWas28 to 26. The ar
reintroduced duringH.tRh.e alhlBd4u7p e s § & d o bly3dSe b(aMatye o 6 f 2
15, 2013 )he HiowlelveHqgu ¢ e ame nlbd d(di®d3 4)3 peagt 20H 8 .

On July 11, 2013, tvhoet ef udl@l8 PHlo#u ssee cpoansds evde r(sbiyo na o f
bi HIR()2&®4h2ch incl uvScdt tt heamtGobsald me¢e meevi ng DMSP an
replacing DPMPP with DPMIP.

24 For details by product, s¢lee Harmonized Tariff Schedule of the United States (206). ), Chapter 4, pp-2.
25 Dairy Policy Issues for 2012 Farm BilDPAA, April 201Q p. 2.
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OriginsProdpoashed New Dairy Policy

Themewwairy margin and stabilization programs orig
2010 by otnhael Nvhitl ke ®Pearoadtuicem s( MR ) ad a lolne ¢ otrh o he F
(FTPAN versioniofrbdbEdW&sompatdlsR. ,3TH2 Dairy Secur
Act (DSA), Dby Houstet eAg rRiacnuklitnugr eMe@mbney e pfCtod thh enr P23,
20I1JAl modi fied versésdhubtfiDBSeAi pppeate I of both t1
repoHtBRd)6@ad phemSetdeJ2 F@irdnf t h'EonddRes s .

Note to Readers

Pr opohsaendgecs to current U. S. dairymepmdSietmhaet s we 1 1
pasSeddftdhe Howssle R. ax6ed4d2descr’Boed beéel dw. assume t 1}
final farm bill will pass at some point prior to
September 13 h,bwHthliBef ghArboivliildse i mportant structure
concerning the application wofultdtea enbeew wporrokgerda nosu,t
by USDA in order to i mpAlse mk irte studpptoprl o Wiignratahger a ms
sensaethet the nmaext hfeaUUB DWi lilmpl ementing regul at ]
deve llonpsetde a d , this report SrrelPidbblls Ron2 6428 program
supplemented¢lbyuedeesrahd reports produced by pro
and markenhoeowxpdhet neow margin pr otprcao g roanmsa nadr ema r k e
expected ssotasupcodone a preliminary description
proposed new®airy programs.

Current DaiffaMreogErlamsi nated or Retain

The cur bashadipry cRroduct Pri cRP SR drkt |Prcoogmeam ( D
Loss ContrpcogfMmmi C)Pai wgl ExXperthkncendiwe Progr
el iminafSed®iildh.dRe.r. Phbed 2¢e 1 i mi nati on of DPPSP and DEI
Octobed3MILC204 eliminatBEHdRiIi mhbé2aish ghx wgudndee d

30, 20d8S4.r 96 4provide income support for a transif
producers, who might other wise be rha stiitmentt ¢ o s W
better understand and evaluate them

The. &d#hension of MILC would be done using the M
place through AAERAtERBtlen 2i0dn Re ¥feotr MLy iPhadr.a)me t
any time during thadeMFLE€Estnmnemniemmppa hpodefdu 1 o wi n g
opts for margin protecthondd ODPMPRAIl sie, lii fad oda MI
prodssdagm up for DPMPP, they become ineligible fo
Insurance founddan OPdprogdd(f) ).

ThBairy For wgrad rBr il ppddgan irtyy Promoti on and Resear
are extendaed Ktahmobgh It periodunky Ib StelpdHklbeddblesr 3 0,
requires increased reporting frequencpr¢dowoctt 1e¢
prices or commercial stocks of bulk dairy c¢commod

26 See the NMPF Foundation for the Future websitgtat//www.futurefordairy.com/

’For an overview of the originally proposed dairy programs.
Food, and Jobs Act of 2 0-032hyAndrviDNdPakolimahcbMatk Stephemson, Apeilt t e r 1 2
2012; hereaftaerryePeopvedivbasasf“BARFJA,” Novakovic and Step

28 Citations and references are used to signify source material.
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The operating margin is defined as-mi lhdenipdde &nfl araeeragee
formuladerived monthly value for the cost of a representative dairy feed ra8on.

Margin per cwt. = (All-Milk Price per cwt.) — (Feed Cost per cwt.)
Weighted Feed Cost Formula

The national average price paid for feed used dgiay operation to produce a cwt. of milk is based on price data fo
the three major feed ingredientscorn, soybean meal, and alfalfa hdgnthly price data for these three feedstuffs ardg
combined into a weighted feed cost estimate per cwt. of milk piian using the following formukRa.

Feed Cost per cwt. = (1.0728 x corn price) + (0.00735 x soybean meal price) + (0.0137 x alfalfa hay price)
where the corn price is in $/bushel and the soybean meal and alfalfa hay prices are in $/ton.

Figure 4.The Dairy Operating Margin: (All-Milk Price) Minus (Average Feed Cost)

BLE oo
$/cwt
R SCIGCIITILTIRLTIRE LIS EINRTTIRALS b PRI PP LI PRIRE LSRR LIRS
Two-Month
S T L s s RS ST TR e
Margin
$10 oo g Y

$2 e

$O T T T T T T T T T T T T T
2000 2002 2004 2006 2008 2010 2012

Source: Margin (hational average-adilk price minus average cost of feed ration) calculated by CRS using USDA
data @gricultural Pric&eptember 272013) and based on the twononth periods: Jaseb., MarApr., May
June, Juljug., SeptOct., and Nov-Dec.

Effective Date and Implementation Specifics

Under both bills, October 1, 2013, 1s the effect
progwaoaun d t akses uemfi fnegc ti @ nvtarchil mmelfotf r m htei 1 1 passes
both the Howuwnds dgne Bennte,] adUmdbey Stbhlho@##dii#.rR.s i dent

29 Monthly prices received by farmers for-afiilk, corn, and alfalfa hay are published monthiAgricultural Prices
National Agricultural Statistics Service (NASS), USDA. The average wholesale price for soybean meal, Central
lllinois, is reported irMarket NewsAgricultural Market Service (AMS), USDA.

30 For a detailed description of the feed cost formula derivasieeRoundation for the FutureNMPF, June 2010, pp.
16-19; at http://www.futurefordairy.com/

Congressional Research Service 12



Dairy Policy Proposals in the Next Farm Bill

264230 day
il a

aft r h e farm bil]l has become effec
and ava 1

€ t
ility® of a DPMPP program.

Accor dSi.n g9 5448 0 d a acst ahfatse tb etelmet shieg DP MPiPn tpa olgaw m mu
be 1 mpl.e nbeonwteevder 5, dsipPPMPP andrOMSB ud ednakd nig
proceHuRe s(2S6e4c2. ladn0 2ayme nvdime nt adopted by the Hous
Commi,t e moeves thi sauetxheomrpitziecosn (abnudt does tmati mrequir.
rules for the dairy producer margin insurance pTrT
for DPMIP within 21 months of enactment.

o »n

SigningMbpgfar Insurance

Al'l U. S. dairy producers are el ignddliSeDAt owidadr t i ci
unce a registratHeodie r(aolri Rei fginduipa)g ptehrei onda ninne rt h
egistrat iUnnhe(r oSpeansaStged, § ppir odarkc e r-tsi mbie ¢ h
aratnidaispatre gi ster wi-mbnUBDAewibbdi beghanl hg ort
iation daantneo uonfc etdh er e FSIMA coli Rn sP@itiesd.t hat

y producers sdeae kiyn gnatr oghigna ¢i tydecaorpeeptees iiond fr om
iation date of theasndganpupéttiyodhetoeaptern B
oS al@dk R. —ha42 provisions for new entrants
fe
s

=]

rring eligibility Bmdepare¢ichi patpoavupopan
of multiple operation®d and multiple owner

£ "B o303

r ,DPMPP offers twoplmaBgMan gprno tPercottaecncdt i on ( B MF
l eMiemgiad ProtBMHGSon (S8SMPYy. slodsbjddaotedt promgr am
al ifneseu,r etshatt a sidgleohd4r@6tcwitSMPmdsgianpart
r am, subjectf tbhbatnafimdrgradpombension covera
0/ cwt. increments. fFoemdffeér 5/ ¢cawpi cttioo 8o DOH e
mont hly marfgiln ewmo bled ohwa vt he $8. 00/ cwt., $6. 01
sholds in recent years.

O BT Q B ® QO =

0
r
p
t
r
t
p
ns
er
N
p
u
g
5

H”’%’UNUJQ ©C +tT =Moo W

S o" B e I

—
[¢]

protection—aodaeirmgeopsr ctuanu lmustvefirst si
i pafhe gddadmi SiMPn t o p atritmec iaphadtiek & snt sB MPo ri st hae
ae Kaf mt be [ 1 throu§ghcBedptca mbom IO, p2aGkticip:
coverage levels of SMP is made on an annu
y a producer maygiovpetn iyne aor iouwte sopfe ct NPy ei no fa
ipation.

N <
= et =~ )
- = oo g
—. o @ e =
o o= =03

r
r
r
g
e

par

Anannual admiisihsatrrigaetdi forf paTabhlye pasednonnt BMPdai

prdaacédservol ume of milk marketedTldaramguadlhveea pgmiewvi ot

fee for BMP is paid aUtSdreg9SDPtMPPt woml dorengdi gmuPr c
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31 USDA is required to publish a notice in thederal Registerto inform dairy producers and other sthklders of the
availability of the new programs.

823, 3240 Section 1412(c)(1).
B«“Dairy Provisions of ARFJA,” N@vakovic and Stephenson, Ap.

34 Unlike conventional crop insurance, there is no calculation of an actuariafiypfamiun® for the margin insurance
program; nor is there private distribution and servicing of crop insurance acddence, the degree of subsidization
is not defined ocontrolledex ante Nevertheless, it is universally expected that indemnity paymehtikely exceed
premiums over a span of year#is is less certain at the highesieragdevels
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Milk Production Coverage Under Margin Protection

Each of the margin protection programdMPandSMPunderS. 954 and MP undeH.R. 2642-has different
costs, makes payments based on different milk production histories, and has different limits on how much g
producer’s mil k pr oduicitsuranoepragmm3ct over ed by t he ma

The Relevant Milk Production History
Production histories are calculated differently un&er954and H.R. 2642.

Under BMBf S.954, all participants receivihe same coverage rate of 80%HRdisic Production History (BPbt)
dairy operators who have a complete history of dairy operations, BPH is defined as the highest annual milk
marketings during any of the three years preceding the calendar year in wiigatticipating dairy operation
first signed up for BMFSpecial procedureare definedor determining BPH for new entrants and operators wit
incomplete dataThe BPH remains fixed for the duration of tmext farm bill.

Under SMBf S954, each produer elects a coverage level of between 25% and 90% oftimeial Production
History (APHAPH is equal to the actual milk marketings during the preceding calendaiydie the BPH
which is fixed, the APH may vary from year to year over the duratiothefnext farm bill.As a result, APH
allows for margin protection to be extended to any growth in annual dairy production that occurs during the
bill period.

Because it is unlikely that BPH will equal APH, it will generally be trueptititipating dairy operators will get
paid on different amounts of milk under the two programBMP and SMP.

UnderH.R.2642, each producer elects a coverage level of between 25%8@#¢ofa single, annuallypdated
Production History (PP is equal tdhe highest annual milk marketings during any of the three years preced
each calendayearof registration Unlike the BPKlwhich is fixed, the PHs similar toAPH in that it may vary
from year to year over the duration of thaext farm bill.As a resilt, PHalsoallows for margin protection to be
extended to any growth in annual dairy production that occurs during the farm bill period.

Two-Month Period Average Margins
Margin payments are triggered and calculated the same under both propesa®54 ad H.R. 2642.

For purposes of determiningoth whether amargin insurancpayment is triggered and so,the amount of the
payment, average margins are calculated for spéwifianonth periods. Bch calendar year is broken into the
followingtwo-month periods: Januaslyebruary, Marcipril, MayJune, Jupugust, Septembedctober, and
NovemberDecember.

Note that a low singlemonth average margin does not triggemargin insurancpayment if thewo-month
average is above the triggéior example, asime a producer has selected a $6.00 nratgreshold (described
below).Then a January margin of $5.80 followed by a February margin of $6.30 prodtwestonth average of
$6.05 which would fail to trigger the margin threshold.

Under S. 954JSDA is nstructed to determine a margin as soon as possible aftemcessary prices are
reported. NASS fulmonth price estimates-not preliminary estimates-must be used for both months in
calculating the twanonth average. As a result, the twnonth average magin calculation will not be available
until a full month after the twemonth period has expired. H.R642 is silent on both the timing of payments an
which NASS price estimates (partial full-month) to use in calculating the margin.

One-Month Period Average Margins

Average margins are calculated tore-month periods for purposes of evaluating whether a Dairy Margin
Stabilization Program (DMSP) threshold has been triggétd®l.2642 omits all provisions related to the DMSP.

35Milk production is seasonal, with swings from high to low varygogpss herds by both magnitude anairig. This
means that actual, tamonth milk production on herds is reotlean onesixth of annualproduction. As a result,
under he base allocation methoctcibuldbe common for farms to find that the amount of rtiil&y can cover with
insurance will only approximately correlate to 80% of a hamker BMPor the selected coverage level under SMP
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Table |.Annual Administrative Fee for Basic Margin Protection

If previous calendar year milk marketings (lbs.) are: S. 954 H.R. 2642
< 1 million Ibs. $100 $0
> 1 million Ibs. but < 5 million Ibs. $250 $0
> 5 million Ibs. but < 10 million Ibs. $350 $0
> 10 million Ibs. but < 40 million Ibs. $1,000 $0
> 40 million Ibs. $2,500 $0

Source: ARFJAS. 954, Section 141@)(2) and FARRMH.R. 2642 of the 113" Congress

UndHrR642t here 1s pasitnglld yvaslgbmti ggrrw,e d ct i on ( MP)
progsriabm ect t o atnhmfiddearpg emi pmet e @tnigdam gc dwveoma ge
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covering the“epdre’dead e rodmtthhee farm bill until 1nit

margin protection. Under this provision a produc
intiopa of sign up and receive coverage for that
signup must occur within 150S.da9wsst mfo tphreo vi S D A nF R
retarct i v& signup

S. B&dd4ic Margi® BIMPdtection

Basic Margin BErnatbettbonugBMPpPf as providing prot
l osses due UwdBMPwv evmhaervgearmetrdapgeer at i ng mar gin falls

per dcuwti.n gmoanpthwa od, then a government payment egq
§ 4

.00 and the actual margin (up to ¥ maximum per

BMP Payment Rate per cwt. = the lesser of ($4.00 — actual margin) or $4.00

To determine the BMP mownmdntpefidmdt hem swhd cihf iac ptow
payment 71 ate poacycrmemistaep g lhice B MP® 0t%h coBP Hshewenmnted t o

at wmont h peBHMdvideg¢.by s$hz)actual quantity of m
t wmonth 3period

BMP Payment = (BMP Payment Rate) * Lesser of 80% of (BPH/6) or (actual 2-month milk
production)

36 However,S. 954does include the extended MILCogiram as an alternative through June 30, 2013.
37 The $4.00cwt. cap on the BMP payment rate excludes negative margins where feed costs exceeulthprie.
38 See footnot@s.
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BMP payments will continue as long as the averag
succes smowme ht weriod. BMP payments cease when the
$4. 00/ cwt. -doamtihgpemiyod wo

. 9apgplemental MadgHiMP)Protection

S
Supplemental Margiam brottdaotight OIMR)ys providing g
l oowper mar ggast baabvoevies t h ec aftda sO0l0 cpsMPOf d 8r S MP,

dairy parlordeuacdeyr spar t i ceilpeactti ntgo ibnu yB MPd dcistnicohn a1l mar g
yean $0. 50/ cwt. incrementdhfrdmc$4idd vup par$8co
is a voluntangputfthdbycestmonaet to BM P participatio
commitment for the 1ifetime of the 2013 farm bil
I
p

n additionSMharsgdilmecthivdgli ag from $4. 50/ cwt . to §
roducer mmwsetrpaagilee acotli eatgwe ¢ n9 Q% .Moe t 0o opvecrr caegret a g e
deter mi nes tthhee’sfppmmmt k o g rheaftucowtiildn rece Ave an SMP p:
mentioned earlier, under S MP, the rel ¢vamts measu
t haennual prodABHMiidosqhi yvadbeynt (yeos rtthiel p rperva dwest i on .
The coverage level 1s also a key determinant 1in
supplemental margin protection.

Whenever the operating SoMdhagrigti mbathdwe dhebowtihe se
t wmonth pepaypaent will be made on 'a ABHetion of a
SMP payment inattgqupdr towt he s¢dil e KMBEdec@dwod dt we en t I
greater of tolfed . a0c0t.ual mar gin

SMP Payment Rate per cwt. = (Selected SMP Threshold) - greater of (actual margin) or $4.00

The historical frequency of these margin lev@able 2) provides information concerninidpe likelihood of future
payments at differennarginlevels Usingmarginestimatesfor the two-month periods since Janua®p00, the
monthly margin has been below/8#t. in 7.3% of the months and above &8vt. in nearly55%of the months.
Margins within the6/cwt. to $8/cwt. rangeoccurred in nearly onghird of the months.

Table 2. Margin Distribution, January 2000 through September 2013

Margin Range Number of Months Share (%)

Margin < $4.00 12 7.3%

$4.00< Margin < $6.00 8 4.9%

$6.00< Margin < $8.00 54 32.9%

Margin > $8.00 90 54.9%
Total 164 100%

Source: CRS calculations using USDA data and based on thertarath period margins (Jakeb., MarApr.,
MayJune, Jupug., SeptOct., andNov-Dec . ) as descr i b edkPioductionfCeverage x ent i t | ed,
Under Margin Protection ”  Figare 4 for a visual display of the margin cadtidns.

Notes: Margin per cwt. 5All-Milk Price @r cwt.) — (Feed Cost per cwt.)

To detedSMPnpat hdMbPer pay me¢ n mhehsea tcepwearrdasgneta ppl i ed t o
t hleesser ofPEBot hwhi ¢c¢hea propuecrattwconathd hz pedjobut
(i ARH,divided by six), or the adtwmaht Qupetriod. of
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SMP Payment = (SMP Paymt. Rate) * (Coverage %) * lesser of (APH/6) or (actual 2-mo. milk prod.)

SMP payments will continuet he sl elnegec taesd thMP mmarrgg inr
for consmaowmt hv gSklP i palyment s cease vwhre ne xtcheee dsar gi n
s el ectmadr ghi MB sthorl dmo b twb .peri od

H. R. Ma6rdg2i n Protection (MP)
H. R. o02f6f4e2r s a single margin protraatgianrg forognr am Wi

$4. 00/ cwt. to $8.00/cwt. in $0.59./ chutel tihnactr e me n't
H..R 26l42mi nates the initial registration fee and
$4. 00/ cwt. margin payment for the minimum $4. 00/
the event that the cost of a ,dawarsy tfoe eedx creaetdi otnh e
aver amgiel mldrice and result in a negative mar gin,
incorporate that excess. This feature enhances n
government exposure to htiSghedrddpruodgersa m eogumattliavyes .mali
from margin payYment calculations.

Whenever the operating MPmng ghmesaflaldsdab ecloonw etchuet isve
t wmonth pepapaent will be made to an elective po
between 25% and 80%) 'vofpmropuatti chhpdaFit sptme@rmp m@RHd)X e r
rate per eaqgwmtal to t he scei EMRmradenscdero dbdet thvael eanmatrhgei n .

MP Payment Rate per cwt. = (Selected Threshold) — (actual margin)

To deteMBAi paytmbde MP pa yohesen tc pvactreacenst aagpepl i ed t o
t hlees ser oHH ort wdi cthha propuecreattednathdsa hza pediodut
(1 .¢e., PH divided by six), or tthwmoac¢ huplrquowant it

MP Payment = (MP Payment Rate) * (Coverage %) * lesser: (PH/6) or (actual 2-mo. milk prod.)

As ubde95Sangmenps will continue atshel osnegl eacst etdh e
margin fbresbakkwmomttihy gParyimecds.s cease whem the ma
e x ¢ etehdes s md reghitrre s thoorl dmo h wh .per i od

2x]1 EPEOw- OU1 wOOw, EUI DPOw/ EaAOI BUOU

Neit hepeidaisfiplarticul ar mapmgygmaebli g bor it i1is reason
that payment woul d Sien caes asholosnp aaysen pbraascetdi coanb ldea.t a
collected before a payment action is announced (
would not have to wait for any ““new data or actio

39 Based on CRS calculations, the lowest-twonth margin since January 2000 was $2.49/cwt., which occurred during
the MayJune period of 2009. Thus, the evidence suggests that a negative margin occurrence is highly remote.

Y““Dairy Provisions of ARFJA,” Névakovic and Stephenson, Ap:
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Example of BMP and SMP Payment Calculations

Suppae that for a particulatwo-month period the average athilk price is $18.50/cwt. and the formula
determined feed ration per cwt. is $15.58uch that the margin is $3.00/cwEonsider a dairy producer that
traditionally has about 500 covis his operatbn, but that is slowly expandin@he producer has selected a
$6.50/cwt. SMP margin thresldowith a 90% coverage levélssume his BPH is 10 million Ibs. (or 100,000 gwt.
while the APH (i.e., the actual milk production for the preceding year) is 11@@00and the actual milk
production for thetwo-month period is 18,000 cwiThen the BMP and SMP payments for tive-month period
will be calculated as follows.

The BMP payment rate would be based on the difference between $4.00 and the lower margin:
BMP Payment Rate per cwt. = $4.00 - $3.00 = $1.00

The BMP payment for thevo-month period equals the payment rate times the relevant milk production
determined as the lesser of 80% of the pated BPH (i.e., 100,000 cwt./6) or the actual milk productionthe
period:

BMP Payment = ($1.00) * [lesser of (80% of 16,667 cwt.) or (18,000 cwt.)] = $13,333

For the SMP payment, both the payment rate (equal to the SMP margin threshold less the greater of the m
$4.00) and the relevant milk productianust be determinedThe SMP payment rate is based on the difference
between the SMP protection threshold of $6.50 and the higher of the m&$gi®0/cwt. in this exampler

$4.00:

SMP Payment Rate per cwt. = $6.50 - greater of ($4.00 or $3.00) = $2.50
SMP payments are made to the coverage level percentage of the relevant milk produk#&aelected coverage
level is 90%The relevant milk production is the lesser of the prated APH of 110,000 cwt. (i.e., 18,333 cwt.) 0
the actual milk production fiothe two-month period of 18,000 cwiThe SMP payment for thevo-month period
equals the payment rate times the relevant milk productibetermined as:

SMP Payment = $2.50 * (90%) * (18,000 cwt.) = $40,500

Total Payments = BMP + SMP Payments = $13,333 + $40,500 = $53,833
Note that these BMP and SMP payment examples are for a sgaafimonth period and would have to be
recalculated for each succeeditvgp-month period based on amghanges in the average mardihesetwo-
month payments are in contrato the BMP annual fee and the SMP premiwmich are only paid once in a year
H.R. 2642would use a similar calculation, but based on a single margin protection formula, coveesield,

and selected coverage percentage, and using the annually updated production history as compared to actu
production.

Premiums for Margin Protection

In order tSMBOT ajInSode i MIBRE PXCGdbY erage, a participa
woul d be r e qauninrueadl tporAepmpiyuanh npr emi ums are calculat
manner umdercybopthtepwes apsoduct of t htehe rseemli euamt erch t e

covepagee(n2tsa% etuon d3elr%d b d 25 % t oH.S8RO. 9% 2u6ndddedr t h e
relevant production history

Premium = (Premium Rate) * (Coverage %) * (Production History)

The prenviaurm ersatwei t ht het pbathe oppz a@ta® ndfwhreyt her it
greater or 1l ess tphraond vpcetmiohnedh o ) hebbevel wmfl kmar gin
seleft 8®@M0 /(cwt. tan$ 8&O0CGNIwtwiTabI Brcrements) (

Example of SMP Premium Rate Calculation
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Following with the earlier example and based on $1954premium schedule, a dairy producer with an APH of
110,000 cwt. that selects a $6.50/cwt. SMP margin threshold v8@%@coverage level will calculate his premiu
as follows.

For the first 4 million Ibs. (or 40,000 cwt.) of ARHsethe SMP premium ratef $0.09/cwt.:
SMP Premium, = ($0.09) * (80%) * (40,000 cwt.) = $2,880

For all APH milk production above the first 4 million Ibs. (or 110,000 ew40,000 cwt.) us¢he SMP premium
rate of $0.38/cwt.:

SMP Premium: = ($0.29) * (80%) * (70,000 cwt.) = $16,240

The total SMP premium is the su$2,880 + $16,240 = $19,120.

This SMP premium is in addition to the BMP annual fee @ $Ssociated with the APH of 110,000 cwt. or 11
million Ibs. of milk production for the previous ye&@inceH.R. 2642uses identical premium rates at the

$6.50/cwt. margin coverage level, a nearly identical result would occur ($19,120 premium cost) under MP €
that there would be no adtional annual fee

It is worth noting that the premium structure dfi.R. 2642strongly encourages patrticipation at the $7.00/cwt.
level. A comparison of the total premium costfimsuring margins at $7.00/cwt. under the House and Senate
for this same hypothetical scenario yields premium costs of $27,040 whéRer2642ompared with a much
larger $47520 underS. 954 Of course, S. 954 would also be subject to the annual registration fee. Thus, pre
fees would more than double under H.B642 when a participant opts to switctofn $6.50/cwt. to $7.00/cwt.
margin protection.

Table 3. Premium Rates per cwt. for SMP and MP

S. 954 H.R. 2642

Coverage Ist 4M Ibs. of APH > 4M Ist 4M Ibs. of

Threshold APH Ibs. PH PH > 4M Ibs.
$4.00 $0.000 $0.000 $0.000 $0.030
$4.50 $0.010 $0.020 $0.010 $0.045
$5.00 $0.020 $0.040 $0.020 $0.066
$5.50 $0.035 $0.100 $0.035 $0.110
$6.00 $0.045 $0.150 $0.045 $0.185
$6.50 $0.090 $0.290 $0.090 $0.290
$7.00 $0.400 $0.620 $0.180 $0.380
$7.50 $0.600 $0.830 $0.600 $0.830
$8.00 $0.950 $1.060 $0.950 $1.060

Source: ARFJA (S. 954) and FARRM (2642 of the 113" Congress.
Note: M = million; APH = Annual Production History, equivalentttch e pr evi ous year

s milk pro

For dairy pr opdwdarcd inwietxliciesstsoroyf 4 million | bs.,

the powmmratme on the fihethtypgimmtatnonod btshe asmmmdount
aboveln h2ak11, approximately 88% of U. S. dairy fa
million pounds or less and they Produced about 2
“Farms i ze shares are from “Far ms, Land in Far ms, and Livesto

and total milk production i1is damen ™ MYAKS ,ProSiA,t i omr,i IDiX 5,0 s2
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The timing and manner edathimrge miham @PSPmMe wtonlids ha ow
when it promul fat OdsdsPaleA ftioc prudwisde more than o
payment and tomaxée mazmetrhbadotyhppyment flexibilit
int e®Hi Ry .px6o4v2i des dairy producers a choice bet we
100% of the premium meddabyyét¢-annaely péeé&mmé€ént heofa
each of the premium value made by January 15 and

Dairy Market Stabilization Program ( DI
Und®.r ,95pdtp at t blka iirny Mar ket Stabiliiebdtiigarnr oR1yo gvi & th
participationcoHtDRMBMI2ins no comparable progr a

Summary of How DMSP Works

Under DMSP, a dairy operatnonhhthptepanctecopPpatest
conditions (-dmasy rriebcecedi vbee lao wl)ower total return on

reducmi bkviemues increases as ealhewcsatlatudtadreidl yna r g
establishedarhraghalAdf6i09/ pwobducer can avoid ¢t}
by restricting his milk deliver iT@adbdteo the percen
When the DMSP mar gilWdS Dwiidgidgneoru nhcaes tbheaetn tmheet ,DMS P s
pr ogwialm nb e(fsfteacrtt i ng t he’smanthbuabtdemth®p Dmilk
purchasers (oorrd ehraendd Iteor ss)p lairte t heir payments to m
portion of payments (ranging from 2% to 8%) dire
payments (ranging from 98% The9 HWwiwedgdiemdg ttoo UtSHeA
fréedreeduced milk payments are to be used to purc
banks and other programs, and/or for expanding ¢
products.

If a produ“peninliclyki,velres i ncurs atnlklecebps ¢tsofiopredant
t hat whitldkp,e n Brhitlyk i s placed into commercial mar ke
recemovnecesy to fund demadd aeanhpaondiioggprepgodmcing

“penidnitlyk, he r educeosn hbiust caolssto orfe dpurcoedsu chtiis curr e
revewmhi¢lhtée n pr o’dnmiclekd i s off the comme,pet hhpmarket
with consequences for months beyond as well, and

stimulation.

Just asndOMbBPes statutorily e Setnatbrlyi $thheadg gt ehrrsegsgheorl d
the announcement of a“cRBMIPitalidgtigedrgst ¢ hmiree atrlee atl &
of a DMS®Pnaeta oDMSP action 1s t ebremiannantocudn ¢ ead nuerwt i
at Lt ewmoent hs halTvhee peanstsreyd.and exit triggers are de:

Concept Behind DMSP

DMSP paymenareedm¢endesd to have one or both of t
is expected to aefsardlmh pmi(de) hdiegmhaenndt Ifdofufenctte d by

USDA use of divertedaoamishubppsymdgtmethunds, duct i 0hk
encourage milk producer ¥l nothedunyg,e ttthe imre smill tka nlte

2“Dairy Provisions of ARFJA,” Nbvakovic and Stephenson, Ap.
43 See theAppendix A at the end of tisi report for a discussion of the issues surrounding DMSP.
“Dairy Provisions of ARFJA,” Mp#Glkovic and Stephenson, Apr
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price folrd minl kt uwwonu 1 ead to a higher margin that

USDA margin pthmeeteffWhthbear,elhahepdieftfeiccaulllty tpol a
estimate how empiricaslilnyc es iegsntiifnvaataeyd souubtecyoamnmetsg h 1 1
with assumptions on participation, coverage leve
Of fs ceBOanalysis of an early version of the dai
component showed federmill 1biuwdig eotvacrry 5s ayveianmrgss aonfd $$52
years compared to the same dairy ma%t gin program

Payment reductions can be avoided entirely by re
early cull, edtmaykandngss téoi at vol ume that is bel
DMSP payment reduction percentalde (as shown in t

Table 4. DMSP Milk Payment Reduction Factors

$4.00 < Margin <

$5.00 < Margin < $6.00 for $5.00 for Margin < $4.00
Range 2 consecutive mos. 2 consecutive mos. for | month
98%x (DMSPBasga 97%x (DMSPBas@ 96%x (DMSPBas¢
Milk payments are
made to the greater or or
of these: or 93%x (Actual 92%x (Actual
94%x (ActualMarketings) Marketings) Marketings)
No payment ActualMarketings Actual Marketings Actual Marketings
reductionis madeif: < (98%x DMSPBasg¢ < (97%x DMSPBasg < (96%x DMSPBasg

Source: ARFJA$. 954, Section 1434of the 113 Congress

a. DMSP basés selected at signup as eith@ds) the average volume of monthly milk marketings during the
three months immediately preceding the announcement that the stabilization program is in effect, or (2) the
volume of monthly milk marketings for the sarmonth in the year preceding the announcement.

I mpl ementing DMSP

$1 11T EUBROEEEAITOT QU a0 O w

Accor dSi.ngd 548 0 dawext fflrarsmttheed d aswlSmehd sit nt o 1
establish & hDIP MPnPp Iperdolegniaomm gh t he Senate bill prov
t he DMSP, USDA would have to write rules to full

Any mil k producer Pwhios raeugtiosmaetrisc aflolry DcPoMPe r ed by
DMSP. As a result, whelhP MPtPhey pmdtwad shes mgrn hwpl
be used for calcul’alxMSnPg ftuhseei.r, dhaiisrtyo roipcearla tmiolnk p
used dient eethnei nation of possible ’smilDMS P abyanseent 1 e du
selection (mla)y tbhee ecaivtehrearge v ol ume of trhamrtehl vy mil k
monti msme dipateacldyhiengnont h that the stabiljzetion pr
(2) the volume of immo ntthhel yp rieiudftekd imagdr kyedt dmeg smont h

DMSP becomes effective. Regardless of which base
1 i kvealryy mfomdth t o ymoamt it oa nyde ar ohveeerk atrhne bdiulrla.t i on o f

%CBO analysis, “Dairy Producer Margin Insurance Program Co:
Mark,asPet ed 5/10/13,” May 10, 2013.
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DT 11 UDPOT w#, 2/ w/ EaAaOl OUwll EUEUDOOU

o conditioPMSBomd dme m{Tahd)dutclilée)omasr geiqgqnual t o or
s t$ha.n0 0/ eawv¢ h Mmemy hc ofitswemounttihveper i od, or (2) th
y single month is equal to or less than $4.00
USDA must announce that DMSP pgiymmeinntg roend utchtei ofnisr
of the mnext nonot le.achs caamarsedschultPiMS® odwe s t he highe
onmondg hermagegin to assess whether the §$6. 00/ cwt

For example, consi dEabdtéeaThab yhokhmweamornativeod atge i n

margin of $5.95/cwt. would trigger awvolR@AMPP payme
not tr i gSgPe rbetchaecu sDeM bot h mont hs wer dhwotfebelawyth
March,-AMar ¢h -Manyd -tAgpowtil combinations would trigge
in each case, both consecutive months are bel ow

3U
Tw
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e
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Table 5. Hypothetical Example of One- and Two-Month Average Margins
and Their Relation to DPMPP and DMSP Triggers

Is DPMPP at
I-mo. Ave. Is DMSP 2-mo. Ave. $6.00/cwt
Month Margin Triggered?2 DPMPP Marginb Triggered?
Dec. $6.50 — — —
Jan. $6.10 no (Dec-Jan.)
Feb. $5.80 no (JanFeb.) $5.95 yes(JanFeb.)
Mar. $5.80 yes(Feb-Mar.)
Apr. $5.80 yes(Mar-Apr.) $5.80 yes(Mar-Apr.)
May $5.80 yes(Apr.-May)
Jun. $6.25 no (MayJun.) $6.025 no (MayJun.)
Source: Basedondatafrot Dai ry Provisions of ARFJA,” Navakovic and S

Notes: Revised by CRS to accommodate text.

a. Forevaluating if a DMSP trigger has been breached, use the highenanth average margin for each
consecutive two monthg-or calculating the DMSP payment reduction, a-twonth rolling average is used.

b. For purposes of calculating and evaluating the DPMFonth average margins, the relevant periods are
the JanuarFebruary, Marcthhpril, MayJune, Jufugust, Septembedctober, and NovembeiDecember
combinations.

"EOQOEUOEUDOT wUIT T w#, 2/ w/ Eadl OVUw1l EVUEUDPOO
Each successive decline bien otwh e$ 6DMIOP, n$a5r. g0iOn, tahnrde s

setpapmient redaussdoinatfad twirtsht i set that i1is appli
and a second set that is applieldabdeemthl actual n

payments are made on whi ¢ hHeovweerv ecra, 1 cnuol aptacydnepnrt o druec
made 1f the actuwual milk marketipgodiiet tat hper i
payment reduction factor and the DMSP base.

Once the DMSP programhlea pabyenemtt micglgilertd db,n tilke c a l
succeeding month that at hreotlmionggt h maverageemfiegin
determihmepavhmenti omedact ofscmnaasitmglby hhargler DMSP
reductions are required as the martgwon falls belo
consecutsiove $ho®tOH ¢ wito.ntfhor any one

Congressional Research Service 22



Dairy Policy Proposals in the Next Farm Bill

The DMSP payment aiendsucatti otnhef alcaaroge srte ntr eduction 1
period that DMSP operates, even 1f the margin ri
For example, suppose thayttrtihgeg emamggi n hfee Imla xb emluanw |
payment ((iedactidP®@% of DMSP bascAort W& Y%maorfgicmralein
back up to $6.00/cwt ., the payment reduction fac
mar gin exceeds $6. 00/ cywwhe rfeourp otnwot hceo nBIMSPu tiisv es hmo

Example of a DMSP Reduction in Milk Revenues

Refer tothe hypothetical data fronTable 5 where the marginfalls below $6.00 for each of two consecutive
months in February and March. In April, USDA would announce the implementation of DMSP payment red
beginning in Maysuppose thathe margin of $5.80 was the result of anmiilk price of $20.00/cwt. ahfeed costs
of $14.20/cwt. The $5.80 margin fits within the $5.00 < margi$6.00 margin range froffiable 4. Suppose also
that a hypotletical participating dairy producer has a DMSP base of 8,200 cwt. per month and actual milk
deliveries of 8,400 per month. Then the relevant comparative reduction factor products are:
98% of DMSP Monthly Base = 98% of 8,200 cwt. = 8,036 cwt.
or
94% of Actual Milk Marketings for Month = 94% of 8,400 cwt. = 7,896 cwt.
Milk payment reductions would be based on the greater of the above two factor products (i.e., 8,036 cwt.). ]
the handler payments to the producer on the total volume of milk markdt#dhe month (i.e., 8,400 cwt.) would
be broken into two components as follows:
Total Value of Monthly Milk Payment = $20.00/cwt.4¢ * 8,400 cwt. = $168,000
Value of Monthly Milk Payment to Producer = $20.00/cwt. * 8,036 cwt. = $160,720

Reduction = Value of Monthly Milk Payment to USDA = $168,000 - $160,720 = $7,280

30UOGPOT w. T T wOT 1T wy, 2/

Once trDMSPunygdigna r esdncpl soonees toafy ial sneatr koeft pos s i b
condi(trieofnesr sues ¢ etwhsriaeosfios! dnseitt her the margins 1 mpr ov
certain criteria, or U.S. prices for either of t
dry milk) exceed world posm ceeombhiynateirdamianf rleil@ghtdr
and prtiicoen srheilpas occUtab®é multaneously (

46 This price would not necessarily be the USDA, NASS, reporteaiitkiprice, but would be the relevant market
price for fluid milk being offered by the particular handler receiving the milk deliveries.
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Table 6. DMSP Suspension Thresholds

(DMSP pymentreductions are suspended if, fanyamargintriggerrange, theJ.S-to-world price share
of selected dairy productis greater than the designated %)

Margin Trigger Range ($/cwt.)

Margin> $6.00  $5.00< Margin< $6.00
U.S.-to-World for 2 cons for 2 cons mos $4.00< Margin< $5.00 Margin < $4.00
Price Share:2 mos for 2 cons mos for 1 month

Suspension Threshold Criteria
U.S. Cheddar Cheese any % > 100% > 105% >107%
U.S. Nonfat Dry Milk any % > 100% > 105% >107%

Source: ARFJA$. 954, Section 14360f the 113" Congress
a. U.S:to-World-Price Share = ratio of U.product priceto international product price expressed a®a

Accor dtiwnog ptroomi nent, daheyl egbpaomfsthe DMSP desi g:
expectation that the DMSP, either through a dema

of mf ani 1 k, and consequently the pnETcemps€venxport at
unintended negative consequenceadangfed UoStedmingt
the pwhgmamhe U.S. price getisc®oo high relative
, EOEEU]I Ew42## w2WE80d»wWwOW&i I 1 EVU

The Spasatged bill directs USDA to conduct and rep
effects of the DMSPnpmogfamdM8PIthrpopugheut the da
val ue ¢ hcaoimd, atnhde siempact of DMSP on the competit
international markets. A report based on the stu
tboth the HoAgreiawmdt Se@ma€Cemmittees.

Summary of Daimy nRSelsitcéyd duid .f e2 6 4 2

There aidmpoaidmdmaelrences bet wodnStahdepee sdSaad ¢ %5 4pr op o s ¢
and Hpoausskbke R. t2h6a42 would have to be resolved in a
major distinctions are described here.

1. Und®r &dd¥d4ry producers that participate 1in the
payment reductions or suppHM.yRuor dX»6dsd ctions of
not include DMSP or any payment reductions of
to low margins or in associatio®h with receinpt

2 Margincenuhde@ddedl udes two sequential progr ams
mar gin iBnMPu rwahnicceh, provides protection at $4.0
annual 7registrateiloenc tfiweypee; c mawnedr aagled,i t S MP,a Ilwhi ¢ h
of fers coverage ifnr ofnd .$540./50wtc. wti.n ctroe nfe8n.t0s0 / c wt

3. H. R. f2o6ltddkewo mar gin ins 8r af8RMRh pIdMEr ams of
into a single margin protectiHnRprogram with
26 43es an al momitu m dreantteiScsatiF a8 en r b u fa s
wi t h:

7“Dairy PrARFJsA,o’nsNoovfakoviec and 14tephenson, April 2012, p.

48 A discussion of supply stabilization and marketing restrictions is provided in an appendix to this report.
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a. $4. 0 Omacrwgti.n pfrroatechcet ifoinr st 4 million 1bs. of
marketing;

b. slightly higher premiums at $4.00/cwt. to $
milk marketings in excess of 4 million 1Dbs.

C. sharply lower premiums fhoer $&1 10 Orhic wk . mar gin
marketings (i.e., less than and greater tha

4, As a result of theiS.d9Bfldsenhdp premrum struct
participation aptr oat e$c6t.i500n/ HdlweRv. e fl2a@4oirhisenr e a s
participation at a $7.00/cwt. margin protect.i

5 S. O9¢pwdires USDA t-momtshmi N&kISIprfiwlel estimates 1in
calculating margins, thus prohibiting the us:¢
estimates, which are avainoanbtlhe par incoent h 1 n ad-q
estimate and which wautBdReipedlitdenmangi n hpasyr1
instruction.

6. H. R. a2l6l4o02ws for annual wupdygtbrngeofotrheaphoduc
year of the farm bill (i.e., brifgs annual pr1
95hi xes the BMP base for the 1ife of the farn
pr odubcatsicont o be updated each year.

7. S. OHB#Aers BMP margin payments on 80% of the E
history, and on a participant election of frc
hitory Hb Rs ec2otndtsir h € t c o v e realgeecttpiecoanceanhge of 25 %
to @ %t he production history base.

8 H. R. p2lléadc2e s no limit or capmnan tphey mseinze raft et h
(defined as the dmffkrpmicec badatverehd t her md 1 a

feedst ratio%h.) .dAchl ucdoenst rtahset ,potential for a n
in instancegxowherattbaemiflkle ¢prdisc ¢.he all

9. Und®r H&dS5dairy opeparionimayeonhyDPMPP or the
Livestock Gross Margin (LHGM. d864% | pnogram, I
regarding participation in both DPMPP and L GI

100H. R. e2n6d4s2 t he MI LC prwhgerr8em s@ sntfneendd sa tietl yf or
abonuitne mont hs (2tOhlr3o0)u,g hwhlJiulnee a3 0d,ai ry producer
whether to partieompac¢cai PPMPRMPPaotri abopation d
made, MILC is no longer an option for a prod:u

11.H. R. r26q4u2i res that USDA announce the establis
availability of a DPMPhP epkraorgmr abng 1wWi tbheiin 3 0 day
signed Si.ntWedsH anw. rptroncthwe wequires that US
establish and implement a DPMPP program withi
l aw.

12.S MdAddates a USDA study of theonmmact of DMS
impact throughout the dairy product value <c¢hd¢
the U.S. dairy indusHt. Ry h2ms4i2md eg inmitlioamal mar |
provision.

13.S ObdsmPpPPMPP andrbPOMSBtandard ruH.eRmaking proce
2642anaamendment adoptadyb ommmd#Hesse Judic
this exemption and requires USDA to deter minc
program during the rulemaking process.
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14 Unrelated to the nRBRwl y2nfpdk2e pornoedc hangeamsop
Federal Milk MBEMMOE ) nglSODr demelind 5.

hearing procedure to consider alternative f or
pricing, andt mahpd ®fff e c tesnnwloft md dlka piri g i ng
with other alternatives.

15.S. Psédvides an option for funding of the FMMC
sources other thahH. Rnei@di appespt het FMMO.
review commission.

16.S. ®Hddbds requirements to mandatory dairy price
reporting periodicity HoafR.gh2etsdt2ra o ithminl aomce p e
provision.

Estimating the Potential Effects of Ne

DPMPPnBDPMSRersus Current Law

Several empirical studies of eardgl wersg ombe of t
el imination of merrsrempo rptrsi caen @ ntdh e inreboar seepd a c e me n't
protection programs (BMP and SMP) andhtahe dairy

been undertaken in an attempt to ascertain both
effectibheneew prfograms for delivering timely ass
stabilizing dai®ry operating margins.
The studies havea hganerally concluded
T compared to the current dairy price and 1incori
payments | ess ofltieguh sbaufte tmye imtel tp ribnv wedxeta n g i n
event s ;
T the nembon of DPMPP taond uDMS PR natpmpearys mitigate
operatimgvmingility
T optimal program benefits are conferred for nc¢
particiep athheern$ @a 8700 covwt. . supplemental mar gin
protectsiomhi d evedults in large part because DN
will bergihewhlhmergin dreops mhelgow $6G 00 @/cde wton
effectively needs to be at least at the $6. 0(
payment gpamdictions)
T overall effects amnd mirlakd es wepplky,wepmitcievse,]l y s ma
contradictory trade results emerged where onc¢
declined slightly due to lower milk supply (1

49 For marketscale resultsseeCharles Nicholson and Mark Stephengdiarket Impacts of the &ry Security Act

(H.R. 3062 and the Dairy Provisions of the Rural Economic Farm and Ranch Sustainability and Hunger Act of 2011

(S. 1658, Dairy Markets and Policy (DMAP) Consortium, October 20Biatt Brown The Effects of a Modified

Dairy Security Act of 2011 on Dairy MarketSAPRI, April 2012;The Impacts on Dairy Farmers and Milk Markets of

a Standalon®airy Producer Margin Insurance Prograrvlark Stephensqrluly 2012and4d nal y s i s of NMPF s
Foundation for the Future ProgranfAPRFMU Report #0510, June 201(For farmscale resultsseeCharles

Nicholson and Mark Stephensdfarm-Level Impacts of thBairy Security Actkl.R. 3062 and the Dairy Provisions

of the Rural Economic Farm and Ranch Sustainability and Hunger Act of 301658, Dairy Markets and Policy

(DMAP) Consortium, October 20blandMark Stephenson and Andrew NovakqWeogram on Dairy Markets and

Policy Information LetterPDMP Briefing Paper 1205, April 2012.
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study found that net milk exp expanded dn
2

orts
prices (Niepbé¢soanand¥sSober 011b) .
Margin Protection With and Without DMSP

An early anaallyosnies mnoafr gai ns tiannsdur ance program witho-
component (Stephenson, July 2012) found that suc
managemm results, although costs and results vari

Three studies released in the first half of 2013
the DPMPP/DMSP joint program (rr eDfSeM)rRod 1t%4 7as t he
andl. WiS¥h t-hme GS&Ad WHe Rs i HIOwHIF t h e s(eNeswd uodhi e s

(Apr il 15, 2013) and Brnopvtaaimd eMadiys oo r Gladyn s2 0 1 3
t hiatclasdfeldk s dmr beabk against which maurSghi na payment

fixed base excludes growth in milk marketings fr
result, keeps program c o sGtSsA hdaotwnwa sl np acsosnetdr adsutr,i nt
House fl dorAmdletbtd 2R.8Y194¢1 udes a modiafninawmatli on t ha
updates of the ,tnhiulsk amalrokvweitni gn gfrokre $gernogwst ht oi nb emiilnkc I
under the margin Ay od ercd siwlnt prtolgeasaen t wo st udies
savings associated with GS A eapdHattRi.dv. el Hoddvetvheer ,da i r
the third study (Woodward and Baker (June 9, 201
floor thus fully capturing the annual marketings
Resul't from these three butudirtsenast dd ipddtyi ssun
encouraged to consult? the papers for greater det

Z
o

wteotn a(l Apr i1 15, 2013) found that

Both DSA and GSA effectively provide catastrophic risk insurance and revenue enhancement
for farms with stable and moderately grogimilk marketingsFor sufficiently high DSA
participation rates, and sufficiently low priedasticity of demand for milk in aggregate, DMSP

has the potential to reduce government outlays and accelerate margin recoverynardpmv

states relative to DSunder low participation, higprice-elasticity environmenturthermore,

DMSP is not likely to provide lonterm obstacles to growth for participating farms with an
aggressive growth plan unless generous margin insurance inducestertorayersupply of

milk.

Brown and Madison (May 2013) found that

Government costs would have been over $1 billion higher during the 2009 to 2012 period under
GSA than DSA as a result of an assumed higher coverage rate choice (the GSA premium
schedule encourages partidipa at the $7.00/cwt. levethereas DSA encourages a $6.50/cwit.

level) and no supply adjustment mechanism to offset any positive supply response from margin

50 |bid.
51 John NewtonCameron S. Thraen, Marin Bozic, Mark W. Stephenson, Christopher Wolf, and Brian W, Gould
“GoodYadttte vs. the Dairy Security Act: ShaBriefingPdpert enti al, St

Number 1301, Midwest Program on Dairy Markets aRdlicy, 2013 Farm Bill Dairy Analysis Group, April 15, 2013;

Scott Brown and Daniel MadispA Comparison of 2013 Dairy Policy Alternatives on Dairy Markégr. Markets

and Policy Div. of Applied Social Sciences, Univ. of Missouri, May 2013;Jastiua DWoodward and Dustin Baker

“2013 Farm Bill Dairy Title Proposal Redis Workiigut es Program
Paper, Dyson School of Applied Economics and Management, Cornell Univ., June 9, 2013. The WeBdherd

paper alsoppeared irChoices as “2013 Farm Bill Dairy Title Proposals Red
wi t h Lar gChaicesR8(3), 8 Quaiter 2013.

2The indented text is CRS paraphrasing of each study’s res:
respective studies.
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payments Mi l k production is virtually unchanged wunder
DMSP meration resulted in a few instances of sterin reductions in milk supplies of up to

3%. Market prices for milk increase on average by $0.06/cwt. under DSA and decline on

average by $0.19/cwt. under GSA. Exports of dairy products decline under DSAMER

operates. Producer net revenue increases by $0.55/cwt. under DSA and by $0.48/cwt. under

GSA. Producers experience the largest revenue increase under DSA with a $6.50/cwt. margin

coverage rate, while revenue increases are maximized under GSA witb0&c®¥. margin

coverage rate.

Woodward and Baker (June 9, 2013) found that

In general, the government loss ratio [the ratio of expected margin payments divided by the
premiums paid] is significantly higher for the DPMPP with DMSP proposal than it & timsl
GSA proposal. This holds for all coverage levels with the sole exception of the $7.00/cwt.

margin.

Rather than focus on the merits of DMSP versus n
2013) analysis focused 1 nrsetdiasdt roinb wtqiuant yo fi spprucegr
among producers of various sizes under a shift f
the DPMPP program with no production cap. Accord
2.985 million pougdsmualdearlthef M ECs psmal 1 er mil
DPMPP with no payment cap based on output tends
suggests that

There exists a large divergence in program benefits by farm size with MILC strongly favoring
smalkr dairy farms and DPMPP favoring large farms. This divergence is due almost entirely
to the production caps of MILC being removed under DPMPP. For producers with milk
marketings under the MILC production cap, MILC tends to pay out more than DPMPP (except
under high coverage levels). For producers with milk marketings well over the MILC
production cap, DPMPP total payouts average 11 times greater than under MILC.

With respect to DMSPstates that tend to support the DMSP component of the dairy policy

propasal (e.g., California, Idaho, New Mexico, Washington, Oregon, and Arizona) tend to also

have higher feed costs, import a large proportion of their feed, have a higher concentration of

large farms, and/or may not currently be seeking to expand produidiicns ¢ “1 ar ger ” types o f
farms also tend to have lower fixed costs per unit of capacity than do smaller firms, implying

that they have a lower opportunity cosf idling production capacityMeanwhile, states that

have a higher proportion of small farms, &mahat grow much of their own feed, on balance

tend to reject the idea of supply controls (e.g., New York, Wisconsin, Pennsylvania, and

Minnesota)?

Uncertainties

Al 1 of these studies have to malleitssaadnpdassohatabd
margin thresholds (from $4.00/cwt. to $8.00/cwt.
when theyg ¢€s5timat ewiodre delifrsf cegestrsheermbn br ksattrbed $ e d o n

relatively highhpgndi moeopdimpaedani liewe l§f magram outco
examplleower cost to taxpayers, and greater succe:

Anot her ¢ on spiodteersmattpipdimg uicsi ntghe f fect ,whichdemnity |

woul d pluiskheslpwyd cmar gi nEvadbwatwamg. how dairy produce
or adjust their milk marketings wunder the market
difficult given the unique nature of DMSP and th

53 The authors state in their study that the groupirfamher support by state is undocumentadt is instead a
gualitatve assessment based on their best judgment
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supply manage ntehnet fsoAqdtpoewndhigX® Btewo hpirsetva roiucsa I
exampfesupply manage mewetr ei np tihwveod 1Unni tt acrdy Sptrac gersa ms
provided participation 1incBMStP viess -hvaiptehdoauyptt gcgor masne q
with a consequent opportunity of reward.

Most milk processors are strongly opposgd¢d to any
milk supplies, prevent full wuwutilization of their
ability to meet growth in consmam&rtcdamammdpwher av
government program that s hfeolrtceerks, mttfiflee sxdiamidlyi tsye ct o
locking current resources 1into place.

Anduestions for Policymakers

What will be the <cost,aonfd twhhiast psrhoagrrea no fg otihnagt fboerlw
whi ch fTahremeprrso?p epsreedmi tuime aspt fr euacrt sws riieao | 1f ea rwa fitahr mae r s
larger premium subsidy (although premieamnms and su
anytTehis 1s unli.Batcthp thspr sande liisgitbhialti ttyh eorre i
payment | imi“tmade¢ omisto mwhetawhi @ shee MI LC progr am.

What is the relationship between dairy output pr
lower level s, to what extesmtppwiyl IstmiblikK i gpraitd eosn fca
essential pbaarste do fs tar antabrgggi?nd] 1 ada rmapgiogr am were t
rateoardfici hatwi onstly could thei npducgirnagm ibnedceommei tuy
payments 1in thley asbtsamiclei maft iaom uqpgopmponent ?

Budget Outlays: Historical an

USDA outlays for the major dairy support progran
bill Ppaehlieodntl ook for strofigr dtahe ynextadsiehee pali cx
CBMay 2Dhls>line accounts for thesofellalt imielllyi csnma 1
over 5 yedw¥20(BYR@ihlMbvadd yEY2ZHFIY2®f)or the major

dairy pregsams ng an extension of current dairy p

CBO also has produced budget scores for differen
bills. With respect to thl, HOBO@es versd odaiofy thel
iniH.iR.l als947eported by the House AgHiRult%4? Comn
that includdS8d¢dotthe Ahdalddmentd ¢ (i s assumed that this
estimate 1s reprpaopmtsati pa sdlfe Bt Hld 6d i r y

Accortdoi nCgBeOp,l acing curr¢hte dawr dapthlyi py ootshad sand
Senate would resulbtdgat prohewvdt blady s didyiiednero n a |
FY2HDFIY2®)And-year (-FY2023) periods of:

f $28i 1l hindn $302 mil lunmdSe,r Y&dpectively,

54 CBO scored the dairy policy proposal containe8.i®54as posted on the website of the Senate Committee on
Agriculture, Nutrition, and &restry on May 9, 2013. The dairy policy of the final Semassed version &. 954was
identical to the CB@&cored version. See CBO letter to Chairwoman Stabenow, Committee onl#geicNutrition,
and Forestry, U.S. Senate, May 13, 2013.
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T $44ni 1l bindn $436 mil lunodik.rRr e(dapseé Frteipvoerltye,d by t he
House Agricul®aumwd Committee),

T $23 million and $421 mill HoR, afds@dfpectively, 1
amended by QGohoed ipartattpgonsdenfld n A md tt.dl.2R2. 8
19%7without the supply resSt.rid5t4 ons proposed

A CBO score of the pr ogpraasmhl ede t watslds2n otf yfatt leavdi i
of the date of this report. I nHtROATn cl hei €BOo0ofco
the Go®daddtatt temendment, which elimabhees DMSP, is

Table 7. U.S. Dairy Programs, Historical and Projected USDA Outlays

($ millions)
Market Loss
Farm Bill Fiscal Years DPPSP Assistance MILC DEIP Total
1980 FY1981- FY1985 10,592 — — — 10,592
1985 FY1986- FY1990 6,221 — — 8 6,229
1990 FY1991- FY1996 1,388 — — 544 1,932
1996 FY1997- FY2002 2,284 1,000 — 481 3,765
2002 FY2003- FY2007 1,120 — 2,538 90 3,748
2008 FY2008- FY2012 280 290 1,001 28 1,688

CBO 5-year Projections for FY2014-FY2018

CBO Baseline FY204 - FY20B 27 11 99 25 161
S. 954 FY20% - FY20B — — — — +28
H.R. 1947 FY204 - FY20B — — — — +44
GSrk FY204 - FY20B — — — — +23
CBO 10-year Projections for FY2014-FY2023

CBO Baseline FY20%4 - FY2@3 47 18 140 45 250
S. 954 FY20%4 - FY2@3 — — — — +302
H.R. 1947 FY204 - FY2@3 — — — — +436
GSk FY20%4 - FY2@3 — — — — +421

Sources: Historical data are assembled by CRS using various USDA datzespprojected data for FY2014
FY2@3 are from the Congressional Budget Office (CB®)ay 2013 Baseline for Farm Programs, May 14,.2013

Notes: U S D ACoramodity Credit Corporationtotal outlaysdo not includethe implicit costs to consumers of
tariff-rate quotas which limit access to cheaper international produsiso, there are no federal outlays for
FMMOs other than for their administration.

a. Data for FY2012 are not finalvhile FY2013 datare not complete and have been excluded from this table.

55 CBO scored the dairy policy proposal containeHliR. 1947as ordered reported by the House Committee on the
Judiciaryon June 5, 2013; See CBO letter to Chairman Goodlatte, Committee on the Judiciary, U.S. House of
Representatives, June 7, 2013.

56 The GoodlatteScott amendmerfH.Amdt. 22§ wasadopted during the House floor debatdidR. 1947by a vote

of 291-135 (June 20, 2013); however, the entire BIlR. 1947 eventually failed to pass (12384) A subsequent

version of the 2013 farm bilH.R. 2642 that incorporated the provisions of the Goodi&tett amendment was

passed by the full House (2260 8 ) on July 11, 2013. See CBO, “Dairy Produce
to House Agriculture Committee Chairman’s Mark, as Posted
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Projections from the CBOMay2013 baseline, assuming continuation of current.law

CBO Cost Estimates fo6. 954(as reportedby the Senate Agriculture Committee) of the M &ongress
as scored agaltl3baselineSde CBGslettdd ;o Chairwoman Stabenow, Committee on
Agriculture, Nutrition, and Forestry, U.S. Senate, May 13, 2013.

d. CBO Cost Estimates foH.R. 1947(as reported by the House Committee on the Judiciary) of thet113
Congress as scor ed w2018 haseineSecCEBO letter tdA@hairman Goodlatte, Committee
on the Judiciar, U.S. House of Representatives, June 7, 2013.

e. CBOscore ofthe GoodlatteSc ot t amendment (GSA) compared to the chai
The chairman’'s mark had the sameHR BOfegodedtothe f or Titl e |
House.Se€ BO, “Dairy Producer Margin Insurance Program Com
Chairman Blark, as Posted May 10,2013 June 10, 2013
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Appendix A.Debat e Over the Market
Proposal

Whals DMSPIntended Purpose?

The DMSP market stabilization proposal 1is being
generally support it, and dairy processors and c
National Milk PrNMRE), st Fe dlearageisotn U.%Si.s daairy pr
principal proponent of the dairy market stabiliz
need for DM8SP as follows:

What is the purpose of the DMSP7The purpose of the DMSP is to reduce nrarglatility

for dairy producers. The DMSP acts as an early warning system that sends strong and timely
signals to producers participating in the margin protection program that small temporary
adjustments in their milk production need to be made to stffil@ng-term reductions in their
overall margins. The DMSP is designed to act swiftly and infrequently to address brief market
imbalances.

Why is any type of supply management needed in the U.S. dairy industrffhe DMSP does

not fit the traditional definion of a supply management program. However, market
stabilization is part of this proposal because there are times when imbalances occur in the
marketplace that negatively impact dairy farmer margins. In 2009, dairy farmers did not
overproduce their waynto extremely low margins, but demand, both domestically and
internationally, collapsed with the global recession. The low milk prices combined with high
feed costs resulted in the lowest margins most producers have ever experienced. Situations like
this utimately correct themselves, but without timely and effective intervention, they can drag
on too long and drag down too many farmers along the way.

Alternate Viewpoints

The International Dairy Foods As sdad ifaptcimoum u(nlgDF A)
and marketing indu¥itsr ia sprainndc itthali roppuomdntersf th
stabilization p%A gmewm.g dDeirAnr ma nSti #pdriolgir aamt iwom 1 d
routinely increase our donse satnidc nparkiec eosu ra bdoavier yi nit
competitive. Government suppl Y'Tinsn avheemenmt pr o
ot her U. S commodit > has limits on production.

5T NMPF represents 30 membeased cooperatives with arabined membership of over 32,0008. dairy producers.
Seehttp://nmpf.org/

3ee Foundation for Q@QuestionFAbouuDairy MarketlSkabilizatios PilBdfayh ‘4 t
http://www.futurefordairy.confagsfairy-marketstabilizationprogram.html

59|DFA has a membership of 550 companies including 200 dairy processors and 330 cothpapresluce and

supply processing equipment and materials. ipe//www.idfa.org/

O|DFAonepager, “Why Give U.S. Competitors A Trade Advantage?
athttp://www.idfa.orgfiles/resourcedfade_aspect.pdf

61 Actually most government supply management programs (as embodied in the preheetitivetype programs of
Titles | and XI of the 200&rm bill) artificially encourage export growth by incentivizing oyeoduction in the
marketplace. In contrast, DMSP diicentivizes oveproduction relative to the marketplace.

62 As mentioned earlier, there are several different U.S. farm progratrietbbve direct supply management
including several fruit and tree nut marketing orders, the sugar program, anectiieeddarm permanent law.
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During the House Agr i cHulIRt uirled 4CtoGomligtrteeses ,mar kup o f
Representatives Goodlatte and Scott first introd
market stabilization program from tcheer dmairrgyi ns ubt
protecti on “Dperaorg rCadnh.t elangmaedat ed July 160, 2012, t h

A government supply management program arbitrarily penalizes consumers and dairy product
manufacturers who respond to consumer demands, by uniformly requirikgsupbly
contraction and raising milk prices above not [sic] market clearing levels. The Dairy Market
Stabilization Program, which our amendment eliminates, is the only U.S. commodity program
that would allow this level of government market interventiodamestic commodity supply
decisions?

A major concern expressed by urban constituencie
“supply miIimmngegmemtwould potentially both 1imit ¢t
to consumer sriacned froari stehet hmei lpk t hat 1s available.

Furthermore, in direct contradiction to the IDFA statement, DMSP includes no production limits, capsagr quot
63 See previous footnote.
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AppendixB.Hi st orical Dairy Supply

Progr ams

The gdalsrmuwpfhHly management programs 1s-lgemdrally t
milk prices by control loirngt ot hnei taingodutnptr bolfe cniinlokn emaa
that would be stimulated by policyhmhakesupports
equil i brUnum kper iCcaen.a da and the European Union (EU
implemented a mandatory daioweveupplthemdddge fianm tm
requirement that USDA implement a supply managen
purchasesbekbtedehdbdbd&§equirement .viascaebv&0 snimp 1 e me
there have beemnotnwodrgoodvecarsmpnemstor gy d maj or volunt a
managedmeipirtyo gr ams in the United States, all funde
assessments.

U.S. GovéSmpmomemdfr Vol untary Supply
Manage HHamwtg r a ms

I'n t hle9 8nflisd Congress authorized two voltthetary dai
19846 Mil k Diveasdd®BEFr ®@anam Ter mi nati on Program
BuyofiUnde Mitllke Di ver sdiacdim yPrfoagrmaems who F%dweed mil
30% from a base l.ownwel hweredpdihd Midke Wi vgs sion

Program cut milk productidorrmhidddked 0i8tve D28 5,y but
Terminati,ohePgogeamment acceptwhd Wwede Wrbhlmidgitsy
slaughter all their dairy cattl diwgmdlibsee main out
Whole Herd Buyout Program was more successful 1in
induced slaughter bHfedae¢dybeofvsmaecekats vel y a

Novakoviec and Stephenson have pointed out that,
Dairy Termination Program, which rewarded far mer
DMSP program punishesk fmameetsi fogs Halcateiavd ntgo mad 1

U. S. I sSdpwsntsroyr ed Supply Management Pro

An indponsypred voluntary sCppbhberméihvygsm®Wotr kpngegr
Toget herw@@WThnitiated in 2003 by the National Mi
ongofPRgrticipating dairy far mer sPrceosnemittl y2¢ per c-
participants in CWT include dairy farmers from e
nat’s omCWEKE funds have been used for sboton dluecrtd dr et
in 2010) and export assistance.

4“Dairy Policy Brief #4: Voluntary Supply Management,” Foo.
and the University of Wisconsin, Madisdbairy Policy Briefs June 2006.
5“Dairy Provisions andStephdndod, April201X v a k o vi ¢

66 For more information, see the Cooperatives Working Together webditity :#tvww.cwt.coopdbout/
about_whatis.html

Congressional Research Service 34



Dairy Policy Proposals in the Next Farm Bill

Foreign GoSpomssalntMandatory Supply
Manage ila mwtg ms
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